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A GOLD STANDARD FOR THE STRAITS 
SETTLEMENTS. II. ' 

IN the first instalment of this article the history of the move- 
ment for the establishment of the gold standard in the 
Straits Settlements was briefly sketched, and the plan 
finally adopted in the spring of 1903 was outlined. This plan, 
it will be recalled, provided for the recoinage of the British and 
Mexican dollars then circulating in the Malay peninsula into 
new Straits Settlements dollars 2 of the same weight and fineness 
as the British dollar, and for the subsequent raising of the value 
of these new dollars to an unannounced gold par by means of 
limiting the supply, in accordance with the principle by which 
India raised the gold value of the rupee. 

An order in council issued by his majesty the king, June 25, 
1903, 3 authorized the governor of the Straits Settlements, with 
the consent of the secretary of state, to determine by proclama- 
tion a date upon which the new dollar should become the stand- 
ard legal-tender coin of the colony, and upon which the Mexican 
dollar should be deprived of that quality. On October 2, 1903, 
there were issued, under authority of " the coin import and export 
ordinance, 1903," two orders in council, 4 the one prohibiting 

1 The first portion of this article appeared in the Tolii'icai. Science Quarterly, 
vol. xix, pp. 636-649, December, 1904, and was subsequently reprinted in the report 
on The Gold Standard in International Trade, submitted by the commission on inter- 
national exchange to the secretary of war, October 22, 1904; pp. 451-460. Since 
that lime the writer has made a special trip to the Straits Settlements for the purpose 
of studying the progress of the currency reform there, and the present discussion is 
based largely upon information collected during a two weeks' study of the situation 
on the ground. 

2 The Straits Settlements subsidiary silver coins were distinctive coins coined at the 
royal mint especially for the Straits Settlements. They were accordingly retained as 
part of the new system, as likewise were the copper coins. 

3 This order will be found printed at pp. 291, 292 in the report on the Stability of 
International Exchange, submitted by the commission on international exchange to 
the secretary of war, October 1, 1903. Cf. also article on "Money, Weights and 
Measures" in the Singapore and Straits Settlements Directory, 1899, appendix, pp. 
19-21. 

4 Cf. Report on the Stability of International Exchange, p. 294. 

663 



664 POLITICAL SCIENCE QUARTERLY [Vol. XXI 

the importation of British and Mexican dollars into the colony * 
from the third day of October, 1903,* the other prohibiting the 
exportation from the colony of the new Straits Settlements dol- 
lars from the same date. 3 As a result of the monetary isola- 
tion of the Straits Settlements arising from these orders, mer- 
chants experienced for some time considerable difficulty in set- 
tling trade balances with other countries. 4 

By the end of the summer of 1904 the bulk of the old cur- 
rency had been withdrawn from circulation, and on August 31 
the governor issued an order removing the legal-tender quality 
from British and Mexican dollars and providing that they should 
thenceforward not be receivable in payment of government 
dues. On that date the old dollars ceased to be exchangeable 
for the new at government offices. "Thus," said the chairman 
of the Singapore chamber of commerce, in his address before 
that body on September 22, 1904, 

the second important step has been smoothly and successfully ef- 
fected, and there is cause for congratulation that the ground has been 
cleared for the succeeding stages of the currency scheme. The careful 
guidance of the scheme so far by the government, notwithstanding its 

1 The Federated Malay States and Johore were excluded from the application of 
these orders. Report on the Stability of International Exchange, p. 294. 

2 At a later date, when a considerable part of the old currency was being tied up 
in the process of recoinage, and there was in consequence a scarcity of currency to 
meet trade demands, the government authorized the banks to import certain amounts 
of British and Mexican dollars for temporary use, on condition that they should be 
reexported as soon as the scarcity of money arising from the recoinage should be over. 
In September, 1904, the governor in council, in response to an urgent petition of the 
Singapore chamber of commerce, issued an order exempting, until the Chinese New 
Year, British North Borneo, Labuan and Sarawak from the operation of the order 
prohibiting the importation of British and Mexican dollars into the Straits Settlements. 

3 This latter order has been to a considerable extent evaded. It is said that several 
hundred thousand of the new dollars are continually passing back and forth between 
the Straits Settlements and China. The order was suspended for a time, but was 
again put into operation on February 13, 1906. At one time about two million of 
the new dollars were exported to Hong Kong, where they brought a premium of be- 
tween three and four per cent; and at another time, when it was feared that an ex- 
cessive number of the new dollars had been coined, the governor permitted the 
exportation of some 500,000 dollars to Hong Kong on condition that they be chopped 
so that they could not be returned. 

4 Cf. Report of the Singapore Chamber of Commerce for the year 1904, pp. 5, 
101-105. 
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characteristic difficulties, must meet with cordial appreciation on the 
part of the mercantile community. ' 

The work of withdrawing the old coins and of recoining them 
was greatly facilitated by the fact that the government possessed 
in its currency note reserve a large supply of the old dollars, 
which it was able to commence shipping immediately to the 
Bombay mint for recoinage, and by the fact that it was able to 
use this reserve as a sort of continuing fund during the entire 
process of the recoinage. 2 Other circumstances of importance 
which assisted the government in expediting the recoinage were 
the facts that the recoinage was effected at the comparatively 
near-by city of Bombay, and that, as the result of the heavy in- 
flux of the old dollars in the summer of 1903, the local banks 
were oversupplied with these coins and shipped them in large 
amounts to Bombay for recoinage on the account of the govern- 
ment without interest charge. 

The recoinage was completed about November, 1904. The 
total number of British and Mexican dollars sent to the mint to 
be converted was 35,372,541, and the total number of Straits 
dollars minted therefrom was 3 5, 400, 5 76? The result of the 
recoinage was therefore a profit of $28,035, which must be de- 
ducted from the total expense of reminting, which amounted to 
$788,180.4 By the end of November, 1904, the new dollars 
had been almost completely substituted for the old in the col- 
ony's circulation, 5 and the government was confronted with the 
task of raising the dollar to " whatever value in relation to the 
sovereign might be decided on " as the permanent gold par. 

The course of appreciation is shown in the accompanying chart 

1 Ibid. p. 5. 

"The government's note guarantee fund consists in part of coin and in part of secur- 
ities. The average circulation of government notes for January, 1904, which was a 
typical month, was $16,503,167, and of this amount $10,231,006 was secured by 
coin. Cf. Report of the Commissioners of Currency for the Straits Settlements for 
January, 1904. 

3 There was in addition a withdrawal from circulation of about $250,000 in re- 
dundant small change, which was recoined into fifty cent pieces. 

4 Economist, vol. fxiii, part ii, p. 1672. 

s Report of the Singapore Chamber of Commerce, 1904, pp. 4, 5. 
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and table. It will be seen that Singapore rates fluctuated closely 
in harmony with the price of silver and with Hong Kong ex- 
change 1 down to about March, 1904, 2 and that from that 
time forward until the fall of 1904 they fluctuated with those 
rates although at a considerably higher level. From December, 
1904, to February, 1905, the average bullion value 3 of the 
Straits dollar was actually higher than the average sterling tele- 
graphic transfer rate 4 in Singapore. The decline in the price 
of silver in March and April, 1905, was not accompanied by an 
appreciable decline in Singapore exchange, and from that time 
forward the divorce of the Straits dollar from the silver stand- 
ard may be considered to have been effective. 

On January 29, 1906, the governor in council issued an ordin- 
ance supplemented by an executive order declaring the sterling 
value of the new dollar to be two shillings and four pence. 5 
Soon after this action had been taken, telegraphic rates settled 

•The unit of value in Hong Kong is the "chopped" Mexican or British dollar. 
Unchopped dollars usually command premiums there of several per cent. 

'The rise of Singapore exchange above Hong Kong exchange and above the bul- 
lion value of the dollar between July and October, 1903, was due to the anticipated 
redemption of British and Mexican dollars by the government at par in the new dol- 
lar, and, as pointed out in the previous number of this article, was the reason for the 
heavy influx of British and Mexican dollars into the Straits Settlements at that time. 
The supply finally became so excessive that exchange was forced down below bullion 
point between October, 1903, and January, 1904, and the dollars were reexported in 
considerable quantities. 

s By "bullion value" I mean the value of the fine-silver content of the dollar in 
London, according to the London prompt price (the price for immediate delivery) 
of standard silver, without allowance for shipping expenses. 

4 Sterling exchange rates in Singapore, as in Hong Kong, Manila and other 
Oriental port cities, are always quoted in terms of sterling instead of in terms of the 
local money. A telegraphic transfer rate of two shillings, for example, in Singapore, 
would mean that a dollar in Singapore would buy two shillings laid down by cable in 
London ; a buying rate of two shillings for four-months local bills would mean that 
the banks would give a dollar for each two shillings of local bills drawn against ex- 
ports and payable in London by the importer four months after sight. A rising ex- 
change therefore signifies an increasing sterling value to the dollar, and a falling 
exchange a decreasing sterling value. Particular attention is called to this simple 
fact for the benefit of readers not familiar with the Eastern exchanges, because ex- 
change rates in other countries are often quoted in exactly the opposite way. 

5 The procedure followed in "fixing " the value of the dollar is explained in detail 
infra. 



APPRECIATION OF THE STRAITS SETTLEMENTS DOLLAR. 
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down on a level of 28£, and continued on and about that level 
during the next five or six months. About that time sover- 
eigns were being imported in considerable quantities by the 
banks, and the result was a fall in sterling telegraphic transfer 
rates to 27^|. Reports received as this paper is going to press 
state that in September there was a reaction. The extreme 
rates for the period from February 1, 1906, to September 20, 
1906, are said to have been 28-J- and 27||. 

Before discussing the reasons which led to the adoption of a 
two shilling four pence dollar, and the probable effect of its 
adoption upon the trade of the Straits Settlements, it will be 
well to consider for a moment the conditions existing in the 
Straits Settlements during the period while the dollar was being 
raised. 

The depressing influence upon trade of an appreciating unit 
of value is too familiar to require discussion. Mr. Balfour did 
not greatly overstate the situation when he declared that a slow 
appreciation of the standard of value " is probably the most 
deadening and benumbing influence which can touch the springs 
of enterprise in a nation." * The history of Europe during the 
dark ages and the history of Europe and America during the 
period 1 873-1 897 are stock examples of this influence. The 
appreciation of the Straits dollar differs in many respects from 
the ordinary example of an appreciating currency. The appre- 
ciating unit in this case circulated in a country very limited in 
area, whose trade was preeminently foreign rather than 
domestic. The rate of appreciation was very rapid and, unlike 
those cases of appreciation resulting from a rise in the value of 
the material from which the money unit is coined, was clearly 
perceptible to the public. 3 

It is an undisputed fact that the period of appreciation — the 

1 Quoted by Francis A. Walker, "The Relation of Changes in the Volume of the 
Currency to Prosperity," in Discussions in Economics and Statistics, vol. ii, p. 235. 

1 The appreciation of the rupee in India is hardly a parallel case. The gold par to 
be adopted was known in advance, while the amount of the appreciation, above the 
minimum gold value possessed by the rupee prior to the announcement of the 
currency committee's scheme in 1893, was very small. Cf. Robertson, "The Cur- 
rency Policy of India," in Journal of the Society of Arts, March 27, 1903. 
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period from the summer of 1904 to January 29, 1906, when the 
sterling par of the dollar was declared — was one of speculative 
activity, and that in the latter part of this period, that is from 
about August, 1905, the speculation was so widespread and so 
intense as to interfere seriously with nearly all legitimate busi- 
ness enterprise. 

In order to make clear the character of the speculation in- 
dulged in, a word of explanation concerning the banking busi- 
ness in the Straits Settlements is desirable. The banking business 
in the Straits Settlements, as well as in the Philippines, and in 
Hong Kong, Shanghai and most of the other port cities of the 
Orient, is largely confined to foreign exchange operations. By 
contracting in advance for the purchase or sale of exchange at 
a definite rate, merchants are accustomed to insure themselves 
against losses from fluctuations in silver during the interim 
between purchase and sale of merchandise, while the banks in 
turn protect themselves by covering their forward purchases of 
local bills by contracts for the forward sales of bank paper and 
telegraphic transfers, and vice versa. An exporter, for example, 
knowing in January that in the course of a few months he will 
have a cargo of produce to ship to the London market, goes to 
his banker and makes a contract to deliver sometime in the 
course of the next three, four or six months, as the case may 
be, sterling bills covering the value of his anticipated shipment, 
at a rate of exchange agreed upon. In the Straits Settlements 
the exporter usually has an option of at least two months, i. e., 
a right to deliver his bills at any time within two months, and 
frequently an option of five or six months is given. After the 
fixing of his exchange the exporter often obtains advances from 
the bank, usually in the form of an overdraft, secured by the 
pledge of the produce to be exported. In the same manner 
importers make contracts months in advance, fixing rates of 
exchange for the purchase of bank paper or telegraphic transfers 
with which to make remittances for anticipated importations. 

In the first instalment of this article it was pointed out that 
although the sterling rate at which the Straits dollar would be 
fixed was not declared in advance, as had been done in India in 
the case of the rupee, it was generally believed that a rate of two 
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shillings would be adopted. This appears to have continued to 
be the popular belief as late at least as the latter part of the year 
1904, when the sudden advance in the price of silver made it 
evident to thinking people that a two shilling dollar containing 
416 grains of silver .900 fine would be in great danger of the 
melting pot. Here then was a situation which appeared to the 
merchant who was inclined to speculate as " a sure thing." The 
value of the dollar, he reasoned, was bound to rise, and its gold 
par was certain to be fixed in the probably not distant future at 
a sterling value materially higher than the one it then had, and 
at least several per cent higher than its bullion value, whatever 
might be the price of silver. A merchant contracting in August 
for the delivery of sterling bills in November or December 
would have the benefit of whatever appreciation might take 
place in the dollar in the interim, and, in case his bills should 
not be ready for delivery at that time, he could presumably 
cover at a profit by the purchase of bank paper or telegraphic 
transfers. 

As a result of this situation all classes of people began to 
speculate for a rise in exchange. Sterling bills " were offered 
to the banks in large quantities in the summer of 1905 for for- 
ward delivery. Every merchant who had the remotest prospect 
of having any bills against possible exports during the next six 
months or so rushed into the market to fix his exchange. Many 
sales are said to have been made simply on a margin without 
reference to anticipated exportations. Little attempt was made 
to cover. 2 Sterling rates naturally rose rapidly as a result of 
this demand for dollars, and it soon developed that a certain 
foreign bank was underbidding all the other banks by about 
one-sixteenth of a penny, and was in consequence doing the 
lion's share of the business. This bank, with a branch in Sing- 
apore and a sub-branch at Penang, seemed to have under its 
control a large part of the available supply of dollars. Soon, 
however, there began to be misgivings as to whether exchange 

1 There was also considerable speculation on the Indian exchanges, particularly by 
Indian merchants and the so-called " chitties " or Indian money lenders. 

* The word " cover " here has the usual significance of offsetting sales by purchases 
and vice versa. 
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had not gone unreasonably high ; all sorts of rumors were 
afloat; and it was not long before there was a sudden break in 
the rates, everybody wanted cover, there was a clamor for bank 
paper and local bills, and down exchange came as rapidly as it 
had previously advanced. Here likewise the one bank that had 
done the bulk of the business when exchange was rising overbid 
its competitors when exchange was falling, and continued largely 
to control the market. There were at least seven such cycles 
of exchange fluctuations of greater or less duration between 
August 1, 1905, and February 1, 1906. Throughout the month 
of January, 1906, the money market was in a condition of panic, 
and toward the latter part of the month, about the time of the 
Chinese New Year, the panic was feverish and intense. There 
was at this time the usual heavy demand for money to meet the 
Chinese New Year's liquidations, 1 in addition to the demand to 
meet the many exchange contracts which were then coming 
due. The bank which during the previous six months had largely 
controlled the exchange market, which had, to some extent, 
dictated terms to the other banks, and upon which speculators 
had generally relied, found temporary difficulty itself in making 
collections and in meeting its obligations, and was forced to beg 
assistance from the other banks in order to take up its contracts. 
The assistance was finally given but only on onerous terms. A 
number of the strongest local houses were threatened with bank- 
ruptcy, and it was evident that a supply of dollars must be forth- 
coming from somewhere or there would be a general collapse. 
Exchange rates fluctuated so rapidly during this period (there 
were sometimes five or six quotations a day) , such varying rates 
were quoted by the different banks, and business was done so 
extensively on rates different from those publicly quoted, that 
it is impossible to give any adequate idea of exchange fluctua- 
tions for the month. The following figures, however, will give 
a suggestion of the frenzied state of the market. On January 3 
sterling telegraphic transfers were quoted in Singapore at 2s. 
2\d., on January 5 at 2s. Ir^d., a difference of over two and a 

1 All debts to Chinamen are supposed to be settled by the time of Chinese New 
Year. 
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half per cent; on January 10 the rates cabled to Manila by one 
bank varied from 2s. 3-^d. to 2s. \hd., a difference of 1.8 per 
cent during the day ; on January 1 5 the rate opened at 2s. 41V/. 
and closed at 2s. 3fl^-» a difference of 1.7 per cent; on Janu- 
ary 18 the rates cabled to Manila by one bank varied from 2s. 
2\%d. to 2s. 4d., a variation of nearly four per cent during the 
day. These examples I believe are typical. If they give a 
wrong impression it is in understating the case rather than in 
exaggerating it. The manager of one of the leading Singapore 
banks informed the writer that daily exchange fluctuations in 
Singapore during January sometimes varied by over five per 
cent. In individual cases, of course, business was transacted on 
all sorts of extravagant rates. 

The excitement became so intense that the government was 
finally forced to take action sooner than it had intended. In the 
latter part of January, when the governor returned to Singa- 
pore from a trip to Labuan, he made a statement before the 
council, the purport of which is said to have been as follows : 

He had been surprised to learn that, during his absence from the col- 
ony, there had been a sharp rise in exchange, and his opinion was that 
this was very largely due to speculation upon the intention of the gov- 
ernment with regard to the rate which would ultimately be fixed for 
exchange between silver and gold. This was a matter which no one 
was entitled to speculate upon ; it was one which the government was 
certainly not in a position at present to make a statement about. As 
everyone was aware, the course of the silver market had been so pecul- 
iar that it was impossible for the government at present to say for cer- 
tain what the market would be six months hence. Six months ago it 
was 26a. Today it was over 30*/. Would anybody have the boldness 
to say that six months hence it would not be 26^. again, or that it 
might not be 34^.? Under these circumstances, it appeared to him 
that those persons who were speculating on the intentions of the gov- 
ernment were indulging in a very dangerous operation, in which they 
might very likely burn their fingers. He could only say that it was the 
intention of the government — and he thought this was the opinion of 
everybody interested in the trade of the place — to fix the dollar at as 
low a value as possible consistent with security. That was all he was 
in a position to say on the matter. Whether the point would be higher 
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or lower than the existing rates, he could not at present state ; the 
facts were not before him on which to form an opinion ; but he could 
say that it was the intention and desire of the government that the dol- 
lar should be fixed at as low a value as possible consistent with safety. 1 

In the latter part of January authority was sought of the 
home government to fix exchange immediately. There was 
some delay, however, in obtaining this authority, and when it 
was finally received, about January 26, the state of the exchange 
market was such that it was considered inexpedient to declare 
the rate at once. On Saturday, January 27, the government 
sought to steady the market 3 by asking for bids for the cable 
transfer to London of ;£i 00,000. None of the bids received 
were accepted, but the request is said to have had the desired 
effect. 

On January 29, 1906, the governor in council issued an 
ordinance 3 declaring that 

it shall be lawful for the commissioners to issue notes in exchange for 
gold received by the commissioners at Singapore at a rate of exchange 
to be notified by an order of the governor in council with the previous 
approval of the secretary of state and the commissioners may invite 
tenders for the issue of notes in Singapore against telegraphic transfers 
in favor of the crown agents for the colonies in London and may at 
their discretion accept any tender which affords sufficient margin above 
the rate fixed by such order in council to cover all charges including 
interest which may be incurred in remitting to Singapore the equivalent 
in gold at the fixed rates of the notes issued for such tender. . . . 

The sum so received in gold shall form part of the note guarantee 
fund and may be invested by the commissioners in accordance with the 
provisions of this ordinance or used by them for the purchase of silver 
to be minted into Straits Settlements dollars. . . . Provided that the 

1 Statement furnished the writer by a local manager of one of the large Eastern ex- 
change banks. 

* This procedure led to considerable unjust criticism of the government on the 
ground that, knowing in advance what the fixed rate would be, it was endeavoring to 
beat the market by taking advantage of the higher market rate then prevailing before 
declaring its fixed rate. No criticism could have been farther from the truth. 

'Ordinance no. I of 1906, entitled, "An Ordinance further to amend 'The Cur- 
rency Note Ordinance 1899.' " 
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whole of the profit on such minting shall be carried to a separate gold 
reserve fund and not form part of the note guarantee fund. 

Pursuant to the above ordinance the governor in council 
issued an order ' on the same day, declaring " that from and 
after the date of this order the currency commissioners may 
issue notes in exchange for gold received by them at Singapore 
at the rate of sixty dollars for seven pounds sterling." Two 
shillings and four pence, the public were accordingly given to 
understand, would be the permanent sterling par of the dollar, 
unless future advances in the price of silver should make the 
raising of the dollar to a higher par seem desirable. The 
governor refused to commit himself as to the absolute perman- 
ency of the two shilling four pence par. 

With the issuance of the above order the money panic 
stopped, for it was thenceforth possible to obtain from the 
government dollars in unlimited quantities by the presentation 
of sovereigns in London. When the horizon cleared it was 
found that several of the principal banks, and one in particular, 
had large supplies of dollars in their vaults. 

Between July, 1905, and February, 1906, the gold value of 
about fifty million dollars (inclusive of government notes and 
of subsidiary and minor coins) had been raised from approxi- 
mately two shillings to the dollar to two shillings and four pence, 
an appreciation of over sixteen per cent, representing an incre 
ment to the gold value of the country's currency during that 
time of over eight hundred thousand pounds sterling. This 
advance is in a small degree to be accounted for by the rise in 
the price of silver ; and the increased value of the notes was 
dependent slightly on the fact that the government transferred 
several hundred thousand dollars from the general treasury 
funds to the note guarantee fund to help make good the decline 
in the dollar value of the sterling securities held in that fund. 
The government had at that time established no gold reserve fund, 
however, and the above advance is to be explained mostly on 
the ground of a relative reduction of the currency supply. This 

1 Government Gazette Extraordinary, vol. xli, no. 5 (January 29, 1906), p. 290. 
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difference between the bullion value of the new dollars (at 
which, approximately, they originally circulated) and their 
money value — a difference which under other methods of cur- 
rency reform would have accrued to the public treasury as 
seigniorage profit and would have furnished a substantial part 
of a gold reserve fund — found its way largely into the pockets 
of a few speculators. I say " a few " because here, as in most 
cases of the sort, the great majority who dabbled in the specu- 
lation are said to have lost. A large part of the profits went 
into the vaults of the foreign bank mentioned above (p. 672), 
whose local manager had carefully planned the exploitation of 
the currency scheme as early as the fall of 1903. This local 
manager apparently had for the accomplishment of his purpose 
a large part of his bank's assets, and he played a very shrewd 
and successful game, albeit one which would hardly come in 
the range of ordinary conservative banking.' 

The government's action in offering to give dollars for sove- 
reigns, it will be noted, did not necessarily fix the value of the 
dollar, but simply marked an upper limit to its possible appre- 
ciation in terms of gold. Advices received from Singapore 
under date of September 12, 1906, state that sovereigns to the 
amount of about .£1,000,000 have been presented to the cur- 
rency commissioners in Singapore in exchange for notes. No 
action has yet been taken providing for the giving of sovereigns 
for dollars, 2 although such action is contemplated as soon as a 
sufficient supply of gold is accumulated. 

1 The manager of this bank said to the writer that his plan of operations involved 
practically no risk. He knew, he said, that the dollar would not be fixed at a lower 
rate than two shillings, and, when silver rose, that it would be fixed at a considerably 
higher rate, for the government would certainly not fix the dollar at a lower value 
than five or six per cent above bullion point. These facts he appreciated very early, 
and he was the first to follow them to their logical conclusion. At first for a short 
time he overbought, anticipating a fall in the price of silver. He began to oversell 
as early as the fore part of 1904, and early in the spring of that year his over sales 
amounted to a very large figure. He kept his heavy figures on this side of the led- 
ger until he gained a virtual control of the market in the summer of 1905, and this 
control he practically maintained until January, 1906. 

J With reference to the subject of the redemption of notes in gold the governor is 
reported to have said: " If the government were to hold out to the public the imme- 
diate prospect of giving gold for notes, and some one came along with notes and de- 
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The provision of the ordinance of January 29, 1906, author- 
izing the " issue of notes in Singapore against telegraphic trans- 
fers in favor of the crown agents for the colonies in London," 
is meant to be of a temporary and emergency character. Under 
ordinary conditions the only method of obtaining dollars of the 
government will be, it is said, through the presentation of the 
actual sovereigns in Singapore. The government has no inten- 
tion (so the governor informed the writer in February) of 
adopting the principle of the gold-exchange standard which 
has recently been adopted in the Philippines " and in Mexico.* 
Neither the home authorities nor the officials in Singapore are 
said to be in favor of that plan. 

The objections urged to the adoption of the gold-exchange 
standard are : ( 1 ) That it would unduly interfere with the busi- 
ness of the banks. (2) That it would encourage banks to work 
on dangerously low cash balances, knowing as they would that 
they could obtain dollars of the government on a moment's no 
tice by the purchase of cable transfers on Singapore from the 
crown agents for the colonies in London. (3) That there 
would be danger of the government's notes depreciating unless 
they were redeemable in gold in the country itself. (4) That 
the monetary circulation of the Straits Settlements was too small 
to make the plan feasible there. (5) That the plan would re- 
quire a larger reserve fund than would otherwise be necessary, be- 
cause the government would be compelled to keep a reserve both 
in London and in Singapore ; and that in each place the reserve 
would have to be large, because drafts on the fund through the 

manded gold and government was unable to pay, people would say : ' Here you are 
holding out that you are prepared to give gold for notes, and the first time you are 
asked to do so you fail to do it.' They [»'. e., government] must first of all get 
something of a gold reserve before they could hold out any prospect of being able to 
give gold in exchange for notes, and that time had certainly not yet arrived. As soon 
as they had a gold reserve they would be prepared to consider the public as far as 
possible and give gold for notes when required. " Singapore Free Press, January 30, 
1906. 

1 Cf. Kemmerer, " The Establishment of the Gold Exchange Standard in the Phil- 
ippines,". Quarterly Journal of Economics, vol. xix, pp. 588-591. 

1 Ley que establece el regimen monetario de los Estados Unidos Mexicanos, in 
Leyes y disposiones relativas a la reforma monetaria (Mexico, 1905), pp. 52, 53. 
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sale of telegraphic transfers would not give the government any 
such warning in advance of the demands liable to be made as 
would enable it to replenish the reserve. 

The above arguments, all of which were urged upon the 
writer either by officials or business men in the Straits Settle- 
ments, do not appear to be conclusive for the following reasons, 
which may conveniently be stated in the same order as the ob- 
jections. ( 1 ) If the rates for the sale of government drafts 
were fixed at the " gold points," as they presumably would be 
under the gold-exchange standard, and if only drafts of large 
amounts were to be sold by the government, redemption by the 
sale of drafts would not interfere appreciably more with the 
business of the banks than would redemption in coin. Under 
these circumstances the banks themselves would be the principal 
purchasers of government drafts, and such drafts would be pur- 
chased and forwarded merely in lieu of the shipment of sove- 
reigns. (2) The sale of telegraphic transfers, while desirable 
in the interest of currency elasticity, is by no means a necessary 
feature of the gold-exchange standard. If the government were 
opposed to making a minimum legal reserve requirement of 
banks, it could limit its sales of drafts to demand drafts or even, 
if need be, to short time drafts. (3) If government notes 
were redeemable in silver dollars on demand, and if the silver 
dollars were redeemable in gold exchange on demand, deprecia- 
tion would be impossible in a country where the people have the 
confidence in the government which they have in the Straits 
Settlements. (4) The system of the gold-exchange standard 
is better suited to a country with a small circulation than to one 
with a large circulation. It is evidently easier to maintain a 
small reserve abroad than a large one. (5) It is not probable 
that the Straits Settlements would require so large a reserve under 
the gold-exchange standard as it will under the system to be 
adopted. Under either system it would need a sovereign re- 
serve and a dollar reserve. Under the system to be adopted 
both reserves will be located in Singapore; under the gold- 
exchange standard the dollar reserve would be located in Singa- 
pore and the sovereign reserve in London. The sale of cable 
transfers is not a necessary part of the system, as above pointed 
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out ; and, even if it were, the movement of market rates of ex- 
change would ordinarily give ample warning of a demand for 
dollar drafts or sovereign drafts. Emergency cases, if such should 
arise, could be met through the temporary transfer of funds to 
the gold reserve from the security portion of the note guarantee 
fund, or through the transfer of dollars to the credit of the 
home government in Singapore in exchange for an equivalent 
amount of sovereigns placed to the credit of the Straits govern- 
ment in London. 1 A prolonged and severe drain upon the reserve 
fund, which in a country like the Straits Settlements would be an 
extremely improbable contingency if the government withdrew 
from circulation dollars presented in the purchase of government 
drafts, could of course always be met by the forward sale on the 
London silver market of the redundant dollars piling up in the 
government's dollar reserve in Singapore. The gold-exchange 
standard would probably enable the country to get along with 
a smaller gold reserve than will the system to be adopted, inas- 
much as it would keep gold coins out of circulation and the 
demands upon it would be limited to the requirements of meeting 
foreign trade balances — the only monetary use to which the 
dollars could not be applied. The Straits Settlements, inasmuch 
as it is a country for whose trade requirements silver coins are 
better adapted than gold, and a country which is anxious to 
maintain its reserve at as small an expense as possible, would in 
fact seem to be a place peculiarly adapted to the gold-exchange 
standard. The premiums which the government would realize 
on its sale of exchange, together with the interest it would ob- 
tain on that part of its reserve deposited abroad, would doubt- 
less yield sufficient profit, as in the Philippines, to pay the 
expenses of administering the currency system and to provide 
in addition a substantial annual increment to the gold reserve. 
Now that the events leading to the declaration of the two 
shilling and four pence par have been described and the plan 
so far adopted has been discussed, it will be well to inquire 

1 This is a procedure extensively followed, for example, in the Philippine Islands. 
Cf. Kemmerer, Second Annual Report of the Chief of the Division of the Currency, 
p. 10. 
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concerning the effect which the establishment of this new unit 
of value is liable to have on the trade of the Straits Settlements 
and upon the relations existing between debtors and creditors 
and their respective equities. 

First let us consider the purely domestic trade. It is a prin- 
ciple of monetary science that a sudden alteration in the size of 
the unit of value does not result in an immediate and propor- 
tionate alteration in prices. Custom, which is to the world of 
people what inertia is to the world of things, tends under such 
circumstances to conserve existing prices. Time is always re- 
quired for a readjustment of the price level, and the transition 
from one price level to another often carries with it permanent 
results of far-reaching consequence. Domestic prices in silver- 
standard countries respond very slowly to fluctuations in the 
market price of silver. A Mexican dollar had nearly the same 
purchasing power in the domestic trade of the Philippine 
Islands in February, 1903, when it had a gold value of 37 cents 
United States currency, that it had in October, 1901, when it 
was worth 50 cents. " Later, when the bulk of the money in 
circulation came to be the new money, prices seem to have been 
quite generally transferred from the old currency to the new 
without any material alteration." * When the American troops 
first introduced the United States dollar into the Philippines, 
the natives demanded as many American dollars for their pro- 
duce and wages as they were accustomed to receive Mexican 
dollars, and in many cases obtained their demands. In time, 
of course, there was a readjustment. In Porto Rico, after the 
American occupation, the currency of the country, consisting 
of about 6,000,000 pesos of Spanish money, was retired from 
circulation by redemption in United States currency at the rate 
of one and two-thirds pesos to one dollar of United States cur- 
rency. The result was a marked rise in prices as measured in 
gold values.* 

1 Kemmerer, " The Establishment of the Gold Exchange Standard in the Philip- 
pines," Quarterly Journal of Economics, vol. xix, p. 607. 

•"The immediate effect of our advertised intention to retire the old currency was 
a very general raising of prices and a demand for the raising of wages among the 
smaller merchants, retailers, and workingmen. This lasted but a short time, how- 
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The Straits Settlements have not escaped the application of 
this law. Prices and wages have not fallen in proportion as the 
sterling value of the dollar has risen. When the writer was in 
Singapore, February last, the complaint was heard on every 
side that the new two shilling four pence dollar would buy no 
more in the Straits Settlements than did the old dollar a few 
years before, when it was worth a little over a shilling and six 
pence. If this is true it means a rise of prices, as measured in 
gold, of something like 50 per cent within three years. The 
evidence seems to be that there is considerable truth in the 
assertion, although it should be said that other forces besides 
those directly connected with the currency have been pushing 
prices upward. Wage earners for the most part were receiving 
last February about the same number of the new dollars that 
they had formerly received of the old. The same was true of 
the salaried class in so far as their salaries were fixed in dollars. 
Many Europeans, however, a few years before had complained 
bitterly of the losses they were incurring by reason of the de- 
preciation of the dollar, and had in consequence succeeded in 
having their salaries transferred to a sterling basis. The raising 
of the dollar therefore led to a proportionate reduction in the 
salaries of this class as measured in dollars. Wholesale prices, 
especially of goods imported from gold-standard countries, were 
showing a strong tendency to decline, and several of the better 
classes of retail stores were making price reductions on most 
lines of goods of from five to ten per cent. The great bulk of 
miscellaneous expenses, such as professional fees, hotel rates, 
livery rates, laundry charges and the like, were as yet unaffected 
by the appreciation of the dollar. In general it may be said that 
the readjustment of prices was taking place very unevenly ; that 

ever, and the prices of staple commodities, as well as the price of labor, have since 
worked back toward the old basis, steadily but surely. Today [August 2, 1901] we 
believe that a conservative opinion would say that the change in the currency is per- 
haps responsible for a rise in the cost of living of from ten to fifteen per cent. In 
some parts of the island it is much higher, owing to combinations of capitalists, but 
these will undoubtedly be dissolved in time." Letter of De Ford and Co., bankers, 
San Juan, Porto Rico, August 2, 1901, to Mr. Charles A. Conant, special commis- 
sioner of the war department on coinage and banking in the Philippines, in Conant, 
Special Report on Coinage and Kanking in the Philippines, p. 119. 
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in no case was the decline proportionate to the rise in the sterling 
value of the dollar ; that it was most rapid in those lines where 
competition was keen, as in the case of wholesale prices, and 
least so where competition was weak and custom dominant, as in 
the case of wages. It will be observed that such an uneven 
alteration of prices must have important consequences in the dis- 
tribution of wealth among the different classes in the commu- 
nity. 

Next let us consider the effect of the raising of the dollar 
upon the country's foreign trade. This trade may be divided 
into two parts: (1) the transit trade; (2) the export trade in 
local produce and the import trade in foreign merchandise for 
domestic consumption. 

The Straits Settlements, commercially speaking, are first of 
all an entrepdt of foreign trade. Singapore is a great distribut- 
ing center between the East and the West. Aside from the 
obvious advantages the fixing of a gold par of exchange will 
have for trade with gold-standard countries, and the equally 
obvious disadvantages it will have for the trade with silver- 
standard countries, what will be the effect of the raising of the 
unit of value on this transit trade? 

The actual size of a country's monetary unit, so long as it is 
stable in value, is a matter of little importance to its foreign 
trade. Any alteration, however, in the unit of value is liable to 
have temporarily a detrimental effect on foreign trade. A period 
of currency reform is always characterized by a lack of confi- 
dence and by unsettled business conditions. Merchants know 
too well the important and subtle influences exercised upon trade 
profits by slight alterations in a currency system, to be anx- 
ious to turn their merchandise even temporarily into the money 
of a country undergoing such a reform. An unfamiliar cur- 
rency system, no matter how good it may be, is an obstacle to 
foreign trade. When to these facts you add that in this particu- 
lar case the monetary unit was to be raised artificially after an 
uncertain interval of time to an unannounced gold par, and 
ultimately to be maintained at this par by a gold reserve which 
it might take years to accumulate in sufficient quantity to be- 
come effective, it may well be imagined that foreign traders 
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were inclined to be diffident. The writer found that merchants 
in the Straits Settlements were complaining that the raising of 
the dollar was driving away the transit trade. There seems to 
be no question that the complaint was justified. It is to be ob- 
served, however, that the raising of the dollar is only one of 
several causes contributing to this result. For some time there 
has been observed a tendency on the part of Oriental countries 
to deal more and more directly with Europe instead of through 
ports of entrepot. The " high freights fixed by the Straits Home- 
ward Conference to Europe and extended to New York in August 
[1905] have contributed in a marked degree to the natural ten- 
dency for small ports to expand and establish direct steam com- 
munication with home markets." ' The fact that the raising of 
the dollar is a force cooperating with a natural decline in the 
Straits transit trade would seem to diminish the hope that the 
trade driven away will return as soon as the gold standard shall 
be satisfactorily established and prices and wages shall become 
adjusted to the new unit." 

It is a generally accepted principle that a falling exchange 
has a tendency to favor export trade at the expense of import 
trade, and a rising exchange to favor import trade at the ex- 
pense of export trade. Prices and wages, as previously observed, 
respond slowly to alterations in the value of the monetary unit 
as measured by the foreign exchanges. As a result, in a coun- 
try like the Straits Settlements, an importer of merchandise 
from gold-standard countries receives practically the same num- 

1 Cf. The [ London ] Times, Financial ana" Commercial Supplement, January 22, 
1906, p. 41. 

* The following quotation from the Singapore Free Press of February 8, 1906, 
concerning the trade with Siam is apposite : " One of the most interesting features of 
the Bangkok trade last year was the marked development of a tendency to send 
orders direct to Europe instead of to the Singapore middleman. In the past, the 
Chinese importer, a very important factor in the year's total, dealt invariably with 
Singapore or in a small measure with Hong Kong houses. Today, says the Bangkok 
Times, 'the saving of the middleman's profit has become a matter of some import- 
ance, and notwithstanding Singapore's advantage in being near at hand the propor- 
tion of direct orders in the total has been growing for some time. This tendency has 
now been accentuated by the exchange difficulty, and it is doubtful if any improve- 
ment is to be looked for there.' " 
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ber of dollars for his merchandise and pays for it practically the 
same gold prices for a short time after a rise or fall in exchange 
as before. If exchange goes up he will therefore tend to profit 
by the higher gold value of the local dollar, and if it goes down 
he will, per contra, tend to lose. The exporter in like manner 
will continue for a time after an alteration in exchange to pay 
essentially the same wages and the same prices for the produce 
he exports as before, and will obtain the same gold prices for 
what he exports. He will accordingly temporarily tend to profit 
to the extent of a fall in exchange and to lose to the extent of 
a rise. These gains and losses are of a temporary character 
and sooner or later a readjustment takes place. In the long run 
the prosperity of the export trade and of the import trade are 
inseparably linked together, because it is the one that pays for 
the other. The extent of these temporary profits or losses, as 
the case may be, the length of time during which they will be 
realized and the persons to whom they will accrue depend upon 
the comparative strength of the markets and of the different 
parties to the transaction. Take, for example, the case of a 
rising exchange. Where competition among the importers of a 
given commodity is keen, or where the price in the importing 
country is for any other reason weak, local prices will soon fall 
on a rising exchange and the consumer will be the benefited 
party. Where competition among importers is weak in the im- 
porting country, or the price of the commodity is for any other 
reason strong, the importer ' will reap the benefit of a rising ex- 
change. Where the sellers of the article in the exporting coun- 
try are in a position to control the price, either by combination 
or otherwise, they may be able to reap the profit by advancing 
their prices as exchange rises. The same principle applies to 
the export trade on a rising exchange. If competition among 
producers is weak and the demand for the commodity in ques- 
tion is strong, the burden of the advance in exchange may be 
shifted to the buyer or to the foreign consumer. Where the 
supply of labor employed in the production of the commodity 

1 In such cases, of course, the profit may be realized in part by the importer, in 
part by the wholesaler, and in part by the retailer. 
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is excessive and the wage-earners are not organized, the burden 
may be shifted to the laborer. Where, on the other hand, the 
foreign market is weak and the labor supply limited or thor- 
oughly organized, the burden may be shifted to the producer or 
to the exporting merchant. 

Let us apply these principles to the trade of the Malay pen- 
insula during the period of the appreciation of the dollar. It 
may be said that the rise of the dollar did not, as many antici- 
pated, prove detrimental to the tin trade. Tin is the principal 
item of export from the Malay peninsula. The Federated 
Malay States are said to contribute about seventy per cent of 
the world's supply of tin. The production of that staple is con- 
stant and the market is strong ; as a result the tin merchant has 
been able to shift the burden of the rise in exchange to the for- 
eign consumer. The same has been true to a lesser extent of 
tapioca." On the other hand, pepper and gambier, two import- 

PRICES OF CERTAIN STAPLE EXPORTS 2 



Tin 



1905 



PUR- 
CHASED 



PRICE PER PICUL 



LONHON PRICE PER TON 



January 3539 

February 1510 

March 2120 

April 3275 

May 2565 

June 2770 

July 2640 

August 1635 

September 1620 

October 2725 

November 2775 

December I 3320 



$ 
79-5° 
77-25 
80.375 
81.625 

8o-375 

8i-7S 

88.00 

86.875 

83.50 

82.00 

84.00 

88.75 



S 

77- 2 5 
76.50 
76.625 

79-5° 

79.00 

79.625 

81.25 

82.875 

80.125 

80.00 

80.875 

83-75 



£ ' 

132 10 

'3' 

134 15 

136 5 

136 2 

138 17 
150 

151 10 
148 

148 2 

'55 '5 

164 10 



£ s 

130 2 

129 12 

129 10 

134 
132 15 

i35 2 
2 

5 



■39 
147 
144 12 

146 5 



148 
157 



5 



1 It is impossible to say what the course of tin and tapioca prices would have been 
in London, had the value of the Straits Settlements dollar not been raised, and to 
what extent the producers of these articles might not have realized additional profits 
under such a contingency. It may well have been that the rise in exchange merely 
hastened an upward movement of prices which would in time have taken place any 
way. It should be noted in this connection that exporters of such articles realized in 
some cases additional profits by speculating in their sterling bills. 

•Based upon the Yearly Statement of the Singapore Chamber of Commerce, 1905. 
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PUR- 
CHASED 



PRICE PER PICUL 



LONDON PRICE PER POUND 



January . . 
February 
March . . . 
April .... 
May — . 
June .... 

July 

August . . 
September 
October . 
November 
December 



11 17 

935 
888 

"357 
1615 

'435 
660 

938 
631 
73i 
499 
1542 



$ 
29.25 
26.55 
26.50 

26.37S 

26.25 

28.625 

29.00 

29.00 

28.25 

26-375 

24-75 

24.00 



25-75 
25.00 
25.25 
25.70 
25-5° 
25-75 
27.30 
28.00 
25-5° 
24-75 
23.50 

2Q-75 



d 
5 7-S 
5 5-8 
5 5-8 
5 3-4 
5 34 
5 3-4 
5 3-4 
6 
6 

5 «5-i6 
5 i5-'6 
5 i3-'6 



5 5-8 
5 >"2 

5 J i 
5 5-8 
5 3-4 
5 3-4 
5-3-4 
5 >3- 16 
5 15-16 

5 7-8 
5 13-16 

5 5-8 



Gambier (not including cube) 



PUR- 
CHASED 



PRICE PER PICUL 



LONDON PRICE PER HUNDRED- 
WEIGHT 



January . . 
February 
March . . . 
April .... 
May .... 
June .... 

July 

August . . 
September 
October . 
November 
December 



2557 
882 
2609 
1704 
353° 
1959 
2189 
2312 
2420 
3262 
3205 
3973 



$ 

9-3° 

9.125 

9.00 

9.00 

8.85 

8.75 

9.00 

9.00 

8.75 

8.45 

8.10 

8.00 



s 

8-75 
8-75 
8-75 
8.60 

8-575 
8.60 
8.65 
8.50 

8-575 
7.875 

7-875 
7-7Q 



20 
20 
19 
19 
19 
18 
18 
19 
19 
19 
20 
20 



19 
19 
19 
19 
18 
18 
18 
19 
19 
19 
19 
20 



ant items in the Straits Settlements' export trade, had weak 
markets during the period of the appreciation of the dollar; and 
this fact, accompanied by a strong competition among the pro- 
ducers of these articles, has resulted in declining dollar prices 
and the imposing of the burden of the rise in exchange upon the 
exporter and the producer. The above tables, which give the 
prices of certain articles of Singapore trade month by month in 
1905, will support these conclusions. 

The supply of labor is so scarce in the Malay peninsula that 
the appreciation of the dollar has not yet resulted in any appre- 
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ciable reduction in wages among the laborers engaged in the 
production of articles for export. 

The import trade of the Malay peninsula, aside from the 
transit trade, is made up of such a variety of commodities and 
is in the hands of so many traders, that it is impossible at this 
date to form any very definite opinion as to the effect upon it 
of the rise in exchange. As in the case of the export trade, 
different articles have been affected differently, according to the 
conditions of their respective markets and the relative strength 
of the various parties in the trade. It may be safely said that 
the import trade received nothing like the stimulus that would 
naturally have been expected from such a decided rise in ex- 
change, and this for at least two reasons : ( i ) the unsettled con- 
dition of all kinds of business while the currency reform was in 
progress and, in particular, the unwillingness of merchants to 
replete their stocks; and (2) the neglect of normal legitimate 
business on the part of business men for the purpose of engag- 
ing in exchange speculation. 

The business of the Straits Settlements during the year can 
hardly be said to have been slack ; it was, on the contrary, at 
least during the eight months ending January 31, 1906, active 
and exciting, and the volume of transactions was large ; but this 
activity was principally confined to transactions either purely or 
largely of a speculative character, and if such transactions are 
eliminated, it may be safely said that business in the Straits 
during the period of appreciation was bad. This I found to be 
the general opinion among merchants of the colony. The Sin- 
gapore correspondent of the London Times summed up the 
situation in his letter of December 1, 1905, by saying: "Not 
for fifteen years has this colony experienced such bad times, 
and even now signs of a revival are by no means hopeful." ' 

There is perhaps no consideration of more vital importance 
in any currency reform than that of its effect upon existing 
debts. A debtor borrows purchasing power in the form of 
money and, in an ideal system, he would pay back the same 

1 The [London] Times, Financial and Commercial Supplement, January 22, 1906, 
p. 41. 
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purchasing power with interest, except to the extent that prices 
may have been modified in the interim by factors affecting the 
production of commodities, such as improved methods, exhaus- 
tion of natural supplies and the like, in which cases the amounts 
repaid should be so altered that the gains or losses thus arising 
should be equitably shared between debtor and creditor. While 
such an ideal system is of course unattainable in practice, cur- 
rency systems should be so framed as to approach the ideal as 
nearly as practicable. A rapidly depreciating currency works 
a grave injustice to the creditor class ; a rapidly appreciating 
currency works an even more serious injustice to the debtor 
class. The bimetallic controversy which has stirred up three 
continents for upwards of a quarter of a century found its 
raison d' itre very largely in the injustice to the debtor class 
resulting from a monetary regime in which the unit of value 
appreciated by something like 44 per cent ' in the twenty-five 
years, 1873-1897. 

In the light of these familiar principles let us look at the re- 
cent experience of the Straits Settlements. The following 
figures will show in a general way the appreciation of the dollar 
as compared with gold during the past four years : * 

THE APPRECIATION OF THE DOLLAR IN ITS RELATION TO CERTAIN STERLING RATES 



STERLING TELEGRAPHIC TRANSFERS 



I902 .... 
I9O3.... 
I9O4 .... 
1905 

Jan.-June 
July Dec. 



d. 

22 38 

23 34 
237-8 

237-8 
265-8 



18 
18 
21 



d. 

3-8 
7-8 
9-16 



d. 
203-8 
21 5-16 



23 7-16 
23 13-16 



22 15-16 

23 5-8 
25 9-32 



1 The index number of the Sauerbeck tables for 1873 is m, and for 1897 is 62. 

' The average annual sterling rates of exchange in Singapore for four-months bank 
paper for the period 1890 to 1901, as given in the annual reports of the governor of 
the Straits Settlements, were as follows: 

1890 3*. 5 1-4 d. 1894 2s. 2 d. 1898 is. ii 1-4 d. 

1891 3s. 3 d. 1895 2s. 1 1-2 d. 1899 ij. 11 15-1&/. 

1892 2s. 10 5-8 d. 1896 2s. 2 3~i6d. 1900 2s. 10 g-i6d. 

1893 2s. 7 ■j-ldd. 1897 is. 11 15 \6d. 1901 is. II l-i6d. 
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THE APPRECIATION OF THE DOLLAR IN ITS RELATION TO CERTAIN STERLING RATES 





PERCENTAGE INCREASE OF 
TWO SHILLING DOLLAR OVER 


PERCENTAGE INCREASE OF TWO 
SHILLING FOUR PENCE DOLLAR OVER 




HIGH 


LOW 


MEAN 


AVERAGE 


HIGH 


LOW 


MEAN 


AVERAGE 




7-3 
1.1 

o-S 

o-S 
— 9.9 1 


30.6 
27.2 

»-3 

2.4 
0.8 


17.8 

12.6 


4.6 

1.6 

— S- 1 ' 


25-1 
17.9 

i7-3 

'7-3 
5.2 


52.4 

48.3 
29.8 

19.4 
17.9 


374 
31-4 




1903 


22.0 

18.5 
10.8 


1905 





A glance at the above table will show that debtors having 
time obligations in the old currency contracted between the 
years 1902 and 1906 will suffer serious injustice in being com- 
pelled to settle those obligations at par in the new dollar. Those 
persons who contracted debts when the sterling value of the 
dollar was lowest and invested the funds borrowed in gold stand- 
ard countries will be the heaviest sufferers. Those who con- 
tracted obligations when the sterling value of the dollar was 
highest and invested the proceeds locally, and who settle thejr 
indebtedness before prices and wages become adjusted to the 
new unit of value, will suffer least. Between these extremes the 
injustice suffered will be of varying degrees. There will prob- 
ably be few instances of time obligations in the Malay penin- 
sula in which the debtor will not to some extent be deprived of 
his property unjustly by reason of this artificial increase in the 
country's unit of value. 2 

But, it may be asked, did not the government take the usual 
measures 3 to provide for the equitable adjustment of such time 
obligations ? To this question it must be answered that not only 

1 Decrease. 

2 In considering the extent of the appreciation of the dollar during the last four 
years and the injustice thereby done to the debtor class, allowance should be made 
for two factors which to a small degree alleviate the situation of that class: (1) Those 
years have been characterized by a slight depreciation of gold in the world's markets, 
as evidenced by standard tables of price index numbers. (2) Eliminating fluctuations 
in prices arising from alterations in the unit of value per se, the general tendency of 
prices has undoubtedly been upward in the Malay peninsula during this period. 

3 Such measures have been taken in recent years in Samoa, Porto Rico and the 
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was no such action taken, but there is no evidence that it was 
ever considered by the Straits Settlements currency committee 
which recommended the plan adopted, by the governor and 
legislative councillors who put it into operation, or by the local 
chambers of commerce which rendered frequent assistance to 
the government by their advice and recommendations. 1 

Local officials and business men attempt to justify the gov- 
ernment's policy of inaction in this matter on a number of 
grounds. The following reply to the criticism above stated was 
made to the writer by a prominent banker in Singapore, and 
may be considered as fairly representative of the attitude of 
most local officials and business men on the subject: 

No action on the part of the government for the protection of the 
debtor class was necessary. Time obligations were contracted in the 
money of the country without reference to its gold value, and should 
be paid dollar for dollar in the money of the country which should be 
legal tender when the obligations became due , regardless of any change 
that may have taken place in its gold value in the interim. 

This argument represents an attitude which is perhaps natural 
to people who have been in the habit of dealing in a fluctuating 

Philippines. They have received the most careful consideration in the recent discus- 
sions concerning monetary reform in Mexico and China. 

The Philippine government, in its recent currency reform, passed an act for the 
protection of the debtor class, authorizing debtors having time obligations payable in 
the old currency to tender payment in the new currency at such a rate of exchange as 
would fairly represent the value of the old currency in terms of the new on the date 
the obligations should become due. In determining this rate the debtor was directed 
to take into account the market price of silver, exchange rates in Hong Kong and 
various other factors which would be expected to throw light on the gold value the 
old currency would have had in Manila had it continued to circulate. If the creditor 
refused to accept the new currency in settlement of the obligation at a rate of adjust- 
ment so determined and sought the enforcement of the original contract in any court, 
the law provided that, upon the establishment of the plaintiff's claim, " it shall be the 
duty of the court to render judgment for the plaintiff to recover as damages the law- 
ful sum due to him, in Philippine pesos, instead of in the currency mentioned in the 
contract," the basis for computing the damages being the same as that previously 
mentioned, according to which the debtor was to compute the amount of his local 
currency debt in terms of Philippine currency. 

1 One of the members of the legislative council informed the writer that this sub- 
ject was never discussed by that body. 
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currency. Even if it be admitted that persons entering into 
contracts for the payment of money covering a period of years 
knowingly assume the risks arising from natural fluctuations 
in the unit of value, it does not follow that they can justly 
be expected to bear the burdens resulting from alterations 
in that unit which are artificial and which they could in no 
manner have anticipated. In fact debtor and creditor alike 
have reason to expect, as a matter of justice, that if the govern- 
ment finds it desirable materially to alter the unit of value in 
which existing contracts are stated, it will at the same time see 
to it that debtors (in case the unit of value is raised) shall either 
be permitted to pay their obligations in the currency in which 
they were contracted, or to commute them at equitable rates in 
the new currency; and that creditors (in case the unit of value 
is lowered) shall in like manner be legally authorized to insist 
upon similar terms of settlement. There is no limit to the ex- 
ploitation of one class for the benefit of another that govern- 
ments may sanction by altering the unit of value, if in so doing 
they pay no regard to the equities of existing contractual rela- 
tions. 

The government's policy of inaction in this matter is, how- 
ever, defended on other grounds of a more substantial character 
for which due allowance should be made in passing judgment 
on the course pursued. It is stated that the Straits Settlements 
are preeminently a trading country, as contrasted with agricul- 
tural and industrial countries, and that the number of time ob- 
ligations is in consequence relatively small. This is probably 
true, although no figures are available showing the extent to 
which such time obligations exist. It must be remembered, 
however, that the new currency is not limited in its circulation 
to the Straits Settlements proper but is the money of the Fed- 
erated Malay States and other dependencies as well, and that 
the economic activities of these dependencies are not preemi- 
nently those of trade but rather of agriculture and mining. 
The number of such obligations may possibly not be great in 
the Straits Settlements currency area as compared with other 
countries ; but that fact can give little comfort to those who do 
suffer, and their number in the absolute is unquestionably large. 
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A further plea urged in justification of the position taken, and 
by far the most weighty one, consists in the statements that the 
debtor class in the Malay peninsula have invested their borrow- 
ings principally in that territory, and that their investments are 
not of a character which are greatly influenced by the sterling 
value of the dollar ; that the two shilling four pence dollar has 
little more purchasing power at present within the peninsula 
than the old dollar possessed one, two or more years ago ; and 
that any measure which would permit the debtor to pay his 
debts in a number of new dollars smaller than the number of 
old dollars called for in the contract would work an injustice to 
the creditor, in so far as he should spend the money received 
within the territory in which the currency circulates. This 
argument certainly has weight. There is no question that a law 
authorizing the commutation of time obligations on the basis of 
the gold value the British dollar would have had in the Straits 
Settlements, had its circulation not been discontinued, would in 
many cases work hardship to the creditor class. When due 
allowance, however, is given to this consideration, the weight of 
the argument appears to be in the other direction. The in- 
justice referred to would affect those creditors only who are paid 
during the short period of transition while prices are being re- 
adjusted to the new unit of value, and it would not affect all of 
them, but only such as choose to reinvest their money in the 
Straits currency area during the short period before prices be- 
come readjusted. It is to be expected that this readjustment 
of prices will be accomplished within a comparatively short 
time; in fact the future prosperity of the Malay peninsula, so 
far as it rests on the export trade, is largely dependent upon 
this very contingency. 

It appears, accordingly, that the Straits Settlements currency 
reform is being effected at the cost of a great temporary dis- 
turbance to the country's trade, both domestic and foreign, be- 
sides the permanent loss of some portion of its transit trade ; 
and that it is working a serious injustice to the debtor class. 

Without attempting to discuss the question whether it would 
not have been wise for the Straits to have gone immediately 
upon a gold basis instead of following the Indian plan, let us in- 
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quire whether it would not have been possible to eliminate 
largely the evil results so far experienced and at the same time 
to preserve most of the principal features of the currency com- 
mittee's plan. 

Although the currency committee did not state in its recom- 
mendations at what sterling par the dollar should ultimately be 
fixed, the public generally believed, as previously stated, that 
the par to be adopted would be about two shillings. It may 
now be said authoritatively that this was the par the currency 
committee had hoped would be established, and that in this 
hope the officials of the home country and of the colony heartily 
concurred. The definitive adoption of the two shilling par was 
postponed only because it was feared that the future course of 
silver might be such as to endanger the melting down of the 
dollars at that par. The weight and fineness of the dollar, once 
decided upon, seem to have been assumed to be unalterable. 
The silver content of the dollar was the fixed thing, so the cur- 
rency committee appear to have reasoned ; the unit of value 
was the alterable thing ; this was to be adjusted to the coin, 
and to be fixed at such a rate as to allow a safe margin above 
bullion value. 1 But, one would naturally ask, why not reverse 
the procedure ? The bullion value of token coins is largely a 
question of convenience. The bullion content should of course 
not be so small as to render the coins inconvenient to handle 
or to give undue encouragement to counterfeiting, nor so large 
as to endanger their being melted down. Within these limits, 
however, the bullion content of a token coin is a matter of com- 
parative indifference. The unit of value, on the other hand is 
a matter of the utmost importance. Alterations in the unit of 
value, by their uneven effects upon the prices of various classes 
of commodities and upon wages, and by the derangement they 
cause in the relations existing between debtor and creditor, pro- 
foundly affect the whole economic structure. Variations in the 
value of the precious metals have frequently compelled coun- 
tries to alter the weight and fineness of their coins. Within a 

1 Cf. for the attitude of Mexico on this subject, Leyes y disposiciones relativas a la 
reforma monetaria (Mexico, 1905), pp. 21-26. 
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short time Japan, Mexico and the Philippines have taken meas- 
ures in this direction consequent on the recent high price of 
silver. The Straits Settlements, however, afford the only in- 
stance in recent monetary history of a material alteration in the 
unit of value deliberately made to meet such a contingency. 

Suppose the British authorities had taken this view of the 
problem, what course would they have followed? In the first 
place they would probably have announced a two shilling par 
at the beginning as part of the regular scheme, although such 
an announcement would not have been necessary. The pro- 
cedure would otherwise have been essentially the same as that 
actually followed down to about November or December, 1905. 
By that time the government had discontinued redeeming the 
old dollars and the work of recoinage was completed. It was 
at that time, moreover, clearly evident that the silver market 
was such as to place a two shilling dollar containing 416 grains 
of silver .900 fine in grave danger of the melting-pot. As soon 
as this fact was realized the government would have adopted 
the course recently adopted by Mexico, the Philippines * and 
Japan ; 2 it would have taken measures for the immediate re- 
coinage of the new dollars at a much smaller fine-silver content ; 
and inasmuch as this recoinage would yield a substantial seig- 
niorage profit, and as there would probably be some reluctance 
at first on the part of the public to receive the lighter weight 
dollar as the equivalent of the old, the government would have 

■An act of Congress approved by the president June 23, 1906, provides that "the 
government of the Philippine Islands is hereby authorized, whenever in its opinion 
such action is desirable, ... to change the weight and fineness of the silver coins 
authorized . . . and may in its discretion provide a weight and fineness proportion- 
ately less for subsidiary coins than for the standard Philippine pesos, and may also in 
its discretion recoin any of the existing coins of the Philippine Islands at the new- 
weight and fineness when such coins are received into the treasury or into the gold 
standard fund of the Philippine Islands; Provided, That the weight and fineness of 
the silver peso to be coined in accordance with the provisions of this section shall not 
be reduced below seven hundred parts of pure silver to three hundred of alloy." 

s " The government has promulgated the law passed by the diet last session for re- 
ducing the size of the 50 sen and 20 sen silver pieces. The 50 sen piece will become 
a little larger than the English shilling and the 20 sen piece will be about the size of 
a sixpence." Monthly Report of-the Yokohama Chamber of Commerce, no. 1 16, pp. 
3.4- 
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used this profit as the nucleus of a gold reserve fund, supple- 
menting it perhaps by a temporary draft on the security portion 
of the note guarantee fund and by the floating of bonds suffi- 
cient to make the reserve adequate for immediate use. The 
new dollars would have been made redeemable in gold or gold 
exchange as rapidly as they were placed in circulation, and 
dollars would at the same time in like manner have been offered 
for gold. Under such a procedure there would have been little 
dislocation of prices; the long period of speculation which so 
unsettled trade would have been largely eliminated ; the status 
of existing contracts would not have been materially interfered 
with ; and the country would have been firmly established on 
the gold standard by the autumn of 1905, with a unit of value 
better suited to its permanent needs than is the present one. 

To the above plan, when suggested by the writer to officials 
and business men in the Straits Settlements, four objections 
were urged : ( 1 ) the difficulty of calling in the new Straits dol- 
lars which by the autumn of 1904 had become very widely 
scattered, many of them having gone outside of the country ; 
(2) the expense of the recoinage; (3) the expense of establish- 
ing a reserve; (4) the danger that the public would not accept 
a dollar of lighter weight-. 

The first objection is superficial. In the autumn of 1904 the 
new Straits dollar was nothing more nor less than a silver stand- 
ard dollar, which the government had exchanged at par for 
another silver standard dollar, and which carried its value with 
it in the silver it contained. The government had received full 
value for these dollars when it placed them in circulation and it 
would not have been a matter for government concern if some 
of the subsequent holders of them should not have been willing 
or able to exchange them for new gold standard two shilling 
dollars. 

To the objection concerning the expense of recoinage, it may 
be replied that the total expense of reminting 35,372,541 Mexi- 
can and British dollars was, according to official figures, $788,- 
1 80 ; ' that had the new coin suggested been made of the weight 

1 Cf. " The Reminting of Dollars in the Straits Settlements " in Economist, October 
31, 1905, p. 1672. 
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and fineness, for example, of the French five franc piece (25 
grams .900 fine), the government would have realized on its 
recoinage a net profit in dollars of about $2,000,000, or in ster- 
ling, if the seigniorage were sold as bullion at ?,od. per standard 
ounce, of about .£200,000 — a substantial beginning in either 
case for a gold reserve. 

To the objection of the expense of establishing a gold reserve 
fund it should be said that the Straits Settlements had no public 
debt in the autumn of 1904, 1 that the colony was prosperous, 
and that the matter of the floating of a loan of a few hundred 
thousand pounds for an object so vital to the colony's welfare 
should have been considered as a mere bagatelle. 

The last objection, viz., that the public would have been 
averse to receiving a lighter weight coin, deserves more careful 
consideration. It will be recalled that the scheme of currency 
reform recommended by the Singapore chamber of commerce 
in August, 1897, which contemplated the use of government 
currency notes during the period of recoinage, 2 was objected to 
principally because of the alleged difficulty of inducing the 
native holders of the old dollars, especially those of the Fed- 
erated Malay States, to exchange them for a paper currency 
with which they were not familiar. This difficulty, which ap- 
pealed strongly to the Straits currency committee, 3 and particu- 
larly to its chairman, Sir David Barbour, whose opinion was 
based principally upon his experience in India, is taken less 
seriously by many of the best informed business men living in 
the colony. 4 The following extract from an official report is 
in point: 

1 The colony has since contracted a considerable debt through the seizure of the 
plant of the Tajong Pagar dock company. 

2 Cf. Straits Settlements Currency Committee, Minutes of Evidence and Append- 
ices, pp. 107-1 10. 

3 Cf. Straits Settlements Currency Committee, Report, p. 12. 

4 Cf. Report of the Singapore Chamber of Commerce for the Year 1905, pp. v, vi; 
and The Currency : Singapore Chamber of Commerce Letter to Government, Decem- 
ber 17, 1902, p. 5. 
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The consent of the home authorities was obtained in 1898 to the issue 
of a government note currency for the colony and the Federated Malay 
States, and steps were taken in that year to design and print the notes. 
. . . The new notes were first issued on 1st May. [The amount in 
circulation by July 10 was $1,118,000, and by December 10 it was 
$3 ,820,000.] They at once circulated freely throughout the colony 
and the Federated Malay States, and the amount issued was only lim- 
ited by the supplies received from England. 1 

These government notes at the present time have a wide circu- 
lation throughout the Malay peninsula. At the close of January, 
1906, their total circulation amounted to over $17,000,000, and 
they are extremely popular everywhere. This experience with 
government notes affords strong reason for believing that little 
difficulty would have been experienced in floating lighter weight 
silver coins. 3 British administration of the Straits Settlements 
and of the Federated Malay States has been honest and capable ; 
this the Chinaman, the Malay and the Indian know well, and 
they all have the utmost confidence in the government. A 
lighter weight coin backed by the government and redeemable 
in gold or gold exchange on demand would in all probability 
have passed freely into circulation as rapidly as it could have 
been coined. 

E. W. Kemmerer. 
Cornell University, Ithaca, N. Y. 

1 Report of the Governor of the Straits Settlements, 1899, pp. 6, 7. 

J For a number of years the twenty-five gram Spanish-Filipino peso circulated 
throughout the Philippine Islands at par with the Mexican dollar. It was a popular 
coin among the Filipinos and the Chinese, and no one seemed to question its value, 
although the government never agreed to redeem it in Mexican dollars. 



